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FARM FAMILIES are often justified in bonving money to meet current operating expenses 
and to make capital investments that will increa~farm earnings. It is not always wise, however, 
for a particular farm family to borrow. Before eciding to borrow, you should consider carefully 
such factors as family energy, farming knowle;e, and management ability. And, most impor­
tant, you should weigh the increase in risk. 
Borrowing does increase risk - more for ~ borrower than for the lender. The lender risks 
only the amount of his loan, but a borrower stlds to lose his accumulated savings should the 
"breaks of the game" go against him. If you f(ow the rules given below, however, you should 
be able to keep your risk at a minimum. 
TEN RULES FOR THE SOUN AND WISE USE OF CREDIT 
1. Farm-production loans should be used only You could easily make a serious mistake by 
for purposes that will increase income. Families borrowing too much on the assumption that 
with limited resources have a hard enough time unusually high prices would prevail long 
getting farm credit at best; so it shouldn't be enough to repay a long-term or even a two- or 
used for nonproductive purposes. Needed ma­ three-year loan. 
chinery, livestock, fertilizers, seed, feed, etc., 5. Keep debts in line with your net worth. Your 
will earn income; they represent productive net worth is the difference between what you
investments. own and what you owe - assets minus liabili­
2. Limit borrowing for enterprises which you do ties. Any serious break in the farm price level 
not fully understand. First prove yourself in a would tend to reduce your assets without re­
particular farm enterprise before expanding it ducing the financial obligations that you have 
materially through the use of borrowed funds. assumed. Under these circumstances a net worth 
Some enterprises, in order to be most profitable, that would be adequate with a high price level 
call for a high degree of technical knowledge might be entirely wiped out. 
and a high level of management efficiency. If 6. Keep debts in line with your probable income. 
you are not sure that you measure up to these Work out a farm plan in terms of your produc­
requirements in the particular phase of farming tion program and probable income and expenses
you", ish to expand, go slow in your borrowing. for the coming year, assuming that you can 
3. Keep your debts as low as you can without obtain the loan you want.1 By subtracting your 
reducing efficiency. If you have limited resources, estimated cash farm expenses from your esti­
it is safer to start small and grow into a bigger an idea ofmated gross income, you will have 
business than to try to do too much at once. the cash that will be available for family living
To keep down your indebtedness, use your loan expenses during the year and for payments on 
for purposes that will not only bring you the the loan. 
largest dollar return per dollar borrowed but 
7. Select a dependable lender who will give the
will also do this in the shortest length of time. 
best terms. A farm loan has some of the fea­
4. Study price trends and be governed by your tures of goods and commodities. Lenders sell judgm ent regarding them. Debts are stated in the "use of money," and borrowers buy it. Thedollars. But dollars may mean different quanti­
costs of money and the terms of loans will
ties of goods with different price levels. Sup­
usually vary with different lenders. So it maypose. for example, that you are a livestock pay you to "shop around" for your credit needs.farmer and that you borrow when top cattle are The proven willingness and ability of a lenderbringing $33 a hundredweight. But when you 
come to repay your loan, cattle are bringing 1 A one-sheet farm-plan form and an explanatory 
only $25. Obviously, it will take more cattle to sheet prepared for this purpose may be obtained from 
repay your loan than at the time you borrowed. your farm adviser. 
t o  m a k e  n e c e s s a r y  p a y m e n t  a d j u s t m e n t s  i n  d i s ­
t r e s s e d  t i m e s  a l s o  n e e d  t o  b e  c o n s i d e r e d .  
8 .  H a v e  a  d e f i n i t e  r e p a y m e n t  p r o g r a m .  D e b t s  
i n c u r r e d  f o r  a n n u a l  o p e r a t i n g  e x p e n s e s  s h o u l d  
b e  r e p a i d  f r o m  t h e  p r o c e e d s  o f  t h e  c r o p s  o r  
l i v e s t o c k  f o r  w h i c h  t h e  m o n e y  w a s  u s e d .  B o r ­
r o w e d  f u n d s  i n v e s t e d  i n  l i v e s t o c k ,  e q u i p m e n t ,  
o r  o t h e r  f a r m - p r o d u c t i o n  f a c i l i t i e s  t h a t  w i l l  
s e r v e  f o r  s e v e r a l  y e a r s  m a y  n e e d  t o  b e  r e p a i d  
o v e r  a  p e r i o d  o f  t w o  o r  m o r e  y e a r s .  B u t  l o a n s  
f o r  s u c h  p u r p o s e s  s h o u l d  b e  p a i d  o f f  b e f o r e  t h e  
i t e m s  p u r c h a s e d  w i t h  t h e  b o r r o w e d  f u n d s  b e ­
c o m e  u n p r o d u c t i v e .  
9 .  B e  b u s i n e s s l i k e ,  f a i r ,  a n d  f r a n k  w i t h  y o u r  
l e n d e r .  W h e n  l o a n  p a y m e n t s  a r e  d u e ,  m e e t  t h e m  
p r o m p t l y .  I f  c i r c u m s t a n c e s  b e c o m e  s u c h  t h a t  
y o u  c a n n o t  d o  t h i s ,  d i s c u s s  y o u r  s i t u a t i o n  w i t h  
y o u r  l e n d e r  a s  f a r  i n  a d v a n c e  o f  t h e  d u e  d a t e  a s  
p o s s i b l e .  A t  t h a t  t i m e  y o u  s h o u l d  b e  p r e p a r e d  
t o  s a y  j u s t  w h a t  y o u  c a n  d o ,  a n d  p e r h a p s  a l s o  b e  
r e a d y  t o  s h o w  h o w  a  f o r c e d  p a y m e n t ,  i f  i n s i s t e d  
u p o n ,  w o u l d  r e d u c e  y o u r  e a r n i n g  p o s i t i o n .  M o s t  
l e n d e r s  w i l l  r e a l i z e  t h a t  i n  e f f e c t  t h e y  a r e  i n  
p a r t n e r s h i p  w i t h  y o u  a n d  s o  w i l l  b e  i n c l i n e d  t o  
m a k e  a r r a n g e m e n t s  t h a t  w i l l  b e s t  s e r v e  y o u r  
i n t e r e s t s  w i t h o u t  u n d u e  r i s k  t o  t h e m s e l v e s .  
1 0 .  H a v e  a d e q u a t e  i n s u r a n c e  f o r  a d d e d  r i s k s .  
P r o p e r t y ,  l i a b i l i t y ,  a n d  l i f e  i n s u r a n c e  a r e  a  
p a r t i a l  p r o t e c t i o n  a g a i n s t  t h e  r i s k s  c r e a t e d  b y  
b o r r o w i n g .  M a k e  s u r e  y o u  h a v e  a d e q u a t e  p r o p ­
e r t y  a n d  l i a b i l i t y  c o v e r a g e .  L i f e  i n s u r a n c e  w i t h  
m i n i m u m  s a v i n g s  f e a t u r e s  o f f e r s  t h e  c h e a p e s t  
k i n d  o f  p r o t e c t i o n  f o r  t h e  f a r m  f a m i l y  w i t h  a  
s u b s t a n t i a l  d e b t .  T e r m  i n s u r a n c e  w i t h  n o  e n ­
d o w m e n t  p r o v i s i o n s  i s  a  f o r m  o f  l i f e  i n s u r a n c e  
f r e q u e n t l y  u s e d  f o r  t h i s  p u r p o s e .  
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